ABSTRACT
Introduction
The combination of institutional reform, an increasing rural-urban income gap 1 and the easing of internal migration restrictions (Cai, 2000) , have combined to attract millions of rural workers to the urban centres of China. Between 1990 and 2005 more than 100 million migrants migrated from rural to urban areas (MGI, 2009) 2 and by 2009 they numbered approximately 150 million (Meng and Zhang, 2010) . 3 According to 2005 nationally representative census data, rural migrant workers accounted for more than 20 per cent of the labour force (50 million) in the urban labour market 4 . There is little doubt as to whether this influx of labour contributed to economic growth (Liang, 2001; Song and Zhang, 2003) , but concerns have now turned to implications for individual welfare.
The urbanisation process across the world has raised concern in many countries with a particular focus on how migrants fare in the urban labour market. The economic circumstances of urban migrants, for instance, have been reported to be even worse than those of rural peasants (United Nations, 2003) and many governments have indicated that they would prefer to shift population back to rural areas (UN-Habitat, 2007) . In China, the situation is exacerbated by a resident registration system (hukou), as most rural migrants retain their rural hukou status, despite the fact that they may spend a significant amount of time in urban areas. Research shows that migrants disproportionately take up jobs in informal sectors, are paid less, are less likely to be covered by urban social security systems. They may even occasionally find it difficult to get their settled salaries from their employers on time and enforced (China Labour Bulletin, 2008) . Hence, while the potential for discrimination on wages may be more evident, there may also be discrimination in the general ability to access formal sector jobs -and as consequence access social benefits. This paper sets out to answer whether there really is any discrimination in China's urban labour markets. Are migrants really worse off relative to urban residents? Our starting point is a common one found in the research literature on discrimination: wage gaps are a result of either differing levels of individual human capital brought to the labour market or from differing sets of skill-prices offered on the market. The question has a notable policy implication. If rural migrants are paid less as a result of lower skills brought to the urban labour market, reforming the urban labour market will have little effect on their well-being, whereas providing them with education and appropriate skills will enable them to exploit better labour market opportunities.
1.
The ratio in 2007, for instance, was 3,2 to 1 (China Statistical Yearbook, National Bureau of Statistics of China, 2007) . As a consequence of the recent economic crisis, internal migration in China has slowed down, as fewer job opportunities were available in town. However, this was a short-lived effect mainly because of the short term impact of the crisis on the Chinese economy.
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However, if migrants have significantly lower wages compared to urban residents 5 with similar individual characteristics, the root of the wage gap may be discrimination. In that case, reforming the labour market with the objective of reducing unfair labour market practices would lead to an increase in the welfare of migrants. Investigating differences across migrant sub-groups may provide additional insights into the determinants of discrimination.
We first estimate a multinomial logit model to determine the factors determining whether an individual works in the formal or informal employment sectors and use the results to test for wage discrimination, using a Oaxaca-Blinder (OB) decomposition framework (Blinder, 1973; Oaxaca, 1973) . The comparison between the two groups, rural migrants and urban residents, is multifaceted however, as it involves two dimensions of potential discrimination instead of one, and our results hinge on this dichotomy. The first dimension is hukou status (rural vs. urban) , while the second is migrant status (migrant vs. urban resident). We therefore introduce another reference group -namely urban migrants 6 -with which we can distinguish between these two effects. As urban migrants differ from urban residents only in terms of migrant status, we interpret the positive unexplained figure of the OB decomposition as a premium associated with migration (or a positive self-selection effect); and as urban migrants and rural migrants differ only in hukou status, we interpret the unexplained figure of the OB decomposition as discrimination against rural hukou status.
As the Chinese urban labour market is highly segmented along formal and informal sectors, we then take into account the distribution of individuals in these sectors. This issue is at the heart of policy preoccupations with respect to the working conditions of rural migrants and in particular their access to decent and secure jobs. In light of this and because sectoral segmentation is on its own an important aspect of labour market success, we also apply an OB decomposition directly to differences in sectoral distribution.
The paper uses a nationally representative dataset, a one-fifth random draw from the 2005 1% Chinese census sample, to explore the two issues. Results show that most of the income gap between rural migrants and urban residents can be explained by differences in individual characteristics. However, by comparing urban and rural migrants, we find that the presumed inexistence of income discrimination against rural migrants is actually a net effect of discrimination against rural hukou status and a premium labour market effect accrued by migrants. As for sectoral distribution, an OB decomposition indicates that both rural and urban migrants are discriminated out of the formal sector but the extent of this discrimination is larger for rural migrants.
As a result, rural migrants enjoy an income premium from migrating to urban labour markets but face discrimination with respect to access to formal jobs. The main reason that they earn less when compared to urban residents is due to their lower levels of human capital. Increasing the education level of rural migrants and providing them with useful skills will help increase their income and earning opportunities. As both rural and urban migrants face unfair treatment for formal jobs, reforming the labour market, especially by removing barriers such as 5.
For the remainder of the text, ‚urban resident‛ refers to non-migrant urban residents.
6.
Migrants with an urban hukou status moving from one urban region to another.
the hukou system, can help increase their access to in the formal sector and facilitate earnings mobility for all migrants.
The paper is organised as follows: Section 2 provides a short discussion on the institutional background and a literature review on labour market segmentation in China. Section 3 describes the data. Section 4 presents and discusses the model specification and Section 5 reports our basic empirical results, where we compare rural migrants and urban residents. In Section 6, we present a more profound analysis comparing different groups of migrants. Section 7 discusses policy implications and concludes.
Institutional background and literature review
The institutional framework of China's rural and urban areas has been covered extensively, with particular emphasis placed on the hukou registration system (see Cai, 2000 , Deng and Gustafsson, 2006 , de la Rupelle, 2007 and Zhao, 2005 . Despite several reforms to the system since the 1970s, deliberate discrimination of migrants in cities remained legal until very recently, with the aim of reducing competition in urban centres (Cai, 2000) . One of the arguments for the hukou system was to avoid the creation of slums typical of big cities in developing countries.
Many have argued that the hukou system creates a two-tiered labour market, generating insiders and outsiders (see for instance, Knight and Yueh, 2003) . The hukou system essentially limits access to public housing, education, medical and other benefits to those not registered in the town or city in which they are provided. But despite the restrictions, strong job growth in the manufacturing (export) sector over the last twenty years has managed to attract a significant number of rural workers to urban centres. Today, policy-makers in China face a significant challenge in integrating two distinct labour forces, and it is still unclear as to whether they are complementary or competing for the same jobs. While the labour market has remained sufficiently segmented, evidence of increasing competition has been documented (Knight and Yueh, 2004) .
Rural-to-urban migrants are divided in two groups: those who have changed their hukou status to urban and those who remain with a rural registration. Migrants with an urban hukou are registered officially as urban residents, a prerequisite to be covered by the urban social security system and to gain access to various forms of public assistance. Moreover, once registered as urban residents, permanent migrants forfeit their rural resident status, their right to agricultural land in their community of origin as well as their voting rights on village affairs. Both anecdotal evidence and academic research (Deng and Gustafsson, 2006, for example) indicate that rural migrants that successfully change their registration to an urban hukou are well integrated in urban society, at least after accumulating experience in the urban labour market over time 7 .
7.
Some rural migrants can successfully obtain a permanent urban hukou status after leaving a rural area, and therefore are often deemed ‚permanent migrants‛. It should be noted that permanent migrants are different from urban migrants with the latter having moved from other urban areas and hence holding an urban hukou. We do not consider permanent migrants in our paper.
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Alternatively, many rural migrants retain their rural hukou status, not always by choice, and thus retain rights on their rural land and to voice concern in the political affairs of their village of origin. These migrants are less integrated in urban labour markets compared to permanent migrants and less likely to access good jobs that offer social security benefits (Zhao, 2005) . As a result, rural migrants with rural hukou status are often paid less on average. Although they may spend a significant amount of time in urban areas, most are not covered by the urban social security system nor entitled to various other social and economic benefits.
To summarise, two differences standout in the hukou system: the type (rural or urban)
8 and the precise location in which it is registered. Both provide barriers towards fully accessing public goods, such as subsidized housing, education and health services. One way around this is to find a good formal job, in which the employer provides these services. In fact, employers are required to provide social security, but many, perhaps most, do not.
The hukou system thus creates important distortions and increases inequality in the urban Chinese labour market (Whalley and Zhang, 2004) despite the fact that several papers point to migration within China as a natural mechanism for rural-urban income convergence (Lin et al., 2004; Du et al., 2004) . In fact, although migrants have been moving to urban labour markets for many years, the hukou system has ensured that the urban labour market remains segmented, opening the possibility of discrimination against those who are not registered in urban centres.
Previous research shows that despite the fact that migrants are positively self-selected 9 , they are discriminated based on their status. Data from the 2002 China Household Income Project (CHIP) shows that migrants themselves perceive to be discriminated against in urban labour markets (Démurger et al., 2008) . Both casual observation and existing research (Meng and Zhang, 2001; UNDP, 2005) indicate that a significant share of migrants take up jobs in the informal sector, are paid less and are also less likely to be covered by urban social security systems (Wei, 2007) . The lack of social security coverage is likely to contribute to an important decrease in welfare; a report by the China Labour Bulletin (2008), for instance, reported that the current wage gap between urban and rural regions would increase from 3-fold to 6-fold in real terms, if we considered the benefits accrued from social security. Even worse is that migrants occasionally find it difficult to get their settled salaries from their employers on time and enforced 10 . Despite extensive reforms in minimum wage legislation (see The 1994 Labour Law) , the large number of migrants working informally ensures that the minimum wage is not binding.
Econometric studies that focus on discrimination in China use data from different regions at different times and ultimately derive different conclusions, in effect making any comparison a difficult task (Zhao, 2005) . For instance, Meng and Zhang (2001) find that 51 per cent of the wage gap between urban residents and migrants is due to unexplained factors (interpreted as To be more accurate, the division is agricultural and non-agricultural.
9. For instance, selection has been documented on the basis of level of education, age, health status or gender (Kikuchi et al., 2000; Wu, 2008 Although discrimination in China's urban labour markets raise much concern, little has been done to study why discrimination takes place and to better understand the gaps in labour market outcomes between migrants and urban residents 11 .
In this paper we investigate the reason for wage differences in urban labour markets between migrants and urban residents. We use an OB model to decompose the difference between skill levels and skill-prices. Our research contributes to the literature by using a more representative dataset than previous studies, the 1/5 th random draw from the 2005 1-per cent sample of the national census, which, in addition, allows us to distinguish between work in the formal and the informal sectors. This is a salient feature when studying migration, as other datasets may not fully capture all migrants, especially those working informally. By introducing a sectoral breakdown along informal-formal labour market segmentation, we get a more complete and realistic picture of migrant labour outcomes in urban labour markets.
Data and summary statistics
The data we use come from a one-fifth random draw of the 2005 1-per cent sample of the national census administered by the Chinese National Bureau of Statistics (NBS). The sample size is around 2.3 million individuals covering 31 provinces, municipalities and autonomous regions. Generally speaking our data are representative of mainland China 12 and offer several advantages for studying migrant labour market outcomes. An ordinary household survey may be less likely to obtain a representative sample of migrants due to the floating nature of migration and the sampling process. Another advantage of the census data is that it identifies the rural vs. urban origin of migrants, which provides an alternative comparison group.
11. Among the very few, Meng and Zhang (2001) find that educated urban residents are more likely to have a white-collar job or to work in wholesale or retail trade occupations. Moreover, despite wage discrimination against migrants (which can be as high as 50%), they find that 82% of the discrimination is due to inequality between sectors. Meng (2001) finds that migrants with higher levels of education and urban labour experience are more likely to be self-employed in the informal sector. Shi and Zhang (2006) find that the return to education in the urban labour market is around 5.4%, and show that education is important in determining higher wages for migrants in urban centres. Démurger et al. (2008) , decompose annual earnings differences between urban residents and rural migrants into four categories (a sectoral effect, a wage effect, an hours worked effect and a population effect) and find that migrant workers have a comparative advantage in working in the private sector while the opposite holds for urban residents. Moreover, the population effect, the underlying individual characteristics of urban residents and migrants, is significantly important, signaling that pre-market rather than on-market factors prevail.
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Two questions in the questionnaire are used to identify migrants: (1) In which location is your hukou registered? and (2) How long ago did you leave this location? We define migrants as those who have left their registered hukou location for more than half a year and divide this group into four categories according to the location where they were living at the time of the survey (city, town or village) and their hukou type (rural or urban). Namely, we define these categories as follows:
 rural-to-rural: individuals with rural hukou status who have moved to another rural area (village or town);
 rural-to-urban: individuals with rural hukou status who have moved to an urban area (city);
 iii) urban-to-rural: individuals with urban hukou status who have moved to a rural area;
 iv) urban-to-urban: individuals with urban hukou status who have moved to another urban area.
Two definitions of informal employment, consistent with the standard ILO statistical guidelines (ILO, 1993; ILO, 2003) , are possible with the census data:
 (b) the absence of a formal labour contract 13 .
As it will be shown, these two mutually exclusive definitions provide a certain degree of heterogeneity within informal employment, yet both are characterised by the lack of social security coverage.
Selected summary statistics are reported in Figure A2 and Tables A3 and A4 in the Annex. In summary, urban residents (non-movers) are gender balanced, quite educated, mostly all married and many work in the formal sector, and particularly in the public sector. Selfemployed workers are typically older, less educated and male, while showing higher income earnings than 'no contract' employees. Wages are lowest for rural migrants and highest for urban migrants. As for employment contracts, rural migrants are mostly in jobs without contracts while urban residents (non-migrants) are the most likely to have jobs with a formal contract.
Model specification
We use two empirical strategies in this paper. First we employ a multinomial logit model to identify the main factors associated with the probability of being employed in a formal or informal job. Three multinomial logit models are estimated, one each for urban residents, urban migrants and rural migrants with employment sector as the dependent variable. Employment sectors are defined as: j = formal, self-employment and 'no-contract' work.
13. For the remainder of the text we will reference this group as the 'no contract' group. Second, we calculate the OB decomposition for wage gaps between rural migrants and urban residents 14 . The income gap between the two groups can be decomposed into two parts:
one due to differences in individual skill levels (the so-called endowment effect) and the other due to the differences in the skill-prices individuals face in the labour market (the price effect). The OB model is estimated in two steps. First, we estimate separate wage equations -one for each group (rural migrants and urban residents) -defining the OLS wage equation for each group as follows: to difference out the mean wages for both groups. The OB model is then as follows:
The second term on the right-hand side,
, is the wage gap due to differing individual characteristics (such as human capital) in the absence of discrimination. The third term,
, measures the proportion of the relative wage gap due to discrimination.
Discrimination is measured as the residual, or the unexplained difference in the regression coefficients.
In addition to wage gaps, we also look at differences in employment in formal and informal sectors. We decompose the gaps in the formal and informal distributions for each group into endowment and price effects 15 by estimating a linear probability model and use the results to calculate an OB decomposition based on sector of employment. Table 1 uses the multinomial logit model results for urban residents in Table A5 in the Annex to predict the counterfactual formal-informal distribution for rural migrants 16 . That is, if rural migrants were treated as urban residents based on their observable characteristics, the distribution would be different. Notably, approximately 10 per cent of rural migrants would be in formal employment rather than in the 'no contract' group. The share of the self-employed however would not change much. We could expect this to have an effect on the income gap between rural migrants and urban residents. 
Basic empirical results

Discrimination in the formal sector
Income determinants
We next consider the determinants of income by type of employment (formal work, selfemployment and ´no contract´) for both urban residents and rural migrants. The aim of this exercise is to these the difference in the determinants of income between the sectors and between rural migrants and urban residents. The results of the OLS regressions are presented in Table 2 17 .
For urban residents (the left panel), the age profiles by income vary depending on sector of work; for the formal employment and the 'no contract' workers income levels increase with age, while for the self-employed income first increases and then decreases. For rural migrants, however, all three groups show no significant difference in the income-age profile. In addition, they are similar to that of self-employed urban residents. Their income levels begin to decrease around 25 to 30 years of age.
The returns to education also differ; for urban residents there are no significant differences in returns to education between formal employment and 'no contract' workers, whereas the self-employed have the lowest returns to education. The same is true for rural migrants, where workers with formal employment yield the highest return to education.
Beyond age and education, the urban labour market also rewards gender and marital status differently. Earnings for women are significantly lower than those of men. The gap is much higher for the self-employed than for the formally employed and 'no contract' workers. There are only slight differences in coefficients between urban residents and rural migrants along gender lines. 
Oaxaca-Blinder decomposition
Using the results from the OLS exercise on income, we now turn to an OB decomposition between rural migrants and urban residents. The results using the entire sample are shown in the first column of Table 3 . If type of employment is not taken into account, nearly 100 per cent of the income gap between rural migrants and urban residents can be attributed to differences in individual characteristics (an endowment effect). We then compare rural migrants and urban residents with respect to formal and informal employment. The results are nearly the same. Within formal employment, 83 per cent of the income gap is due to the endowment effect. For the self-employed, it is 92 per cent, and for the 'no-contract' employees, 160 per cent. The decomposition results for workers without contracts implies that if rural migrants had the same level of human capital as their urban resident counterparts, their wage would not only be higher, but even higher than the income of urban residents.
The gap between rural migrants and urban residents is mainly due to differences in human capital. However, we are careful in interpreting these results. Our results indicate that human capital levels are very important, but they do not imply that the differences in returns to human capital (both in terms of income and the distribution between formal and informal sectors) are not. 
Discussion and further tests
Are urban residents the right reference group?
Section 5 concluded that rural migrants are not discriminated in the urban labour market and that their lower outcomes compared to urban residents are due to low human capital. But the null ‚unexplained effect‛ found in the previous section, may be the net outcome of two opposing mechanisms: a premium accrued by migrants (a self-selection) and discrimination associated with their rural hukou status. We therefore introduce another group into the analysis: urban migrants. By comparing the income gap between rural and urban migrants, the pure hukou effect can be separated as both groups are migrants but differ by hukou status.
The results of the multinomial logit regressions for the determinants of employment sector for urban migrants can be found in Table A6 in the Annex. A counterfactual prediction (Table 1) shows that if urban migrants were treated as rural migrants at least with respect to formal and informal sectors, there would be fewer urban migrants in the formal sector (from 51.7 per cent to 44 per cent), and more in self-employment and in the 'no-contract' group (from 14.7 per cent to 16.2 per cent, and from 33.6 per cent to 39.8 per cent respectively).
The second column of Table 3 reports OB decomposition results for rural and urban migrants by type of employment. The general results indicate that nearly 60 per cent of the income gap between these two groups can be explained by differences in their individual characteristics and the remaining 40 per cent is due to differences in skill-prices. While these results do not indicate a clear conclusion, we find significant heterogeneity across sectors. In the formal sector, differences in endowments can explain 67 per cent of the income gap whereas in the 'no-contract' group the share of explained gap is only 56 per cent. But the most revealing result is that only 13.4 per cent of the gap in the self-employment group can be explained by observable individual characteristics.
By comparing rural migrants with urban migrants instead of urban residents, we obtain different results. Rural migrants fare worse than the urban migrants not only because they have low levels of human capital but also because they are treated differently due to their rural hukou status 18 . These results indicate that migrants receive a premium for migrating, and this holds true both for rural and urban migrants.
Premiums for migrants: urban residents versus urban migrants
Migration is not a random process. Migrants positively self-select into urban labour markets based on individual human capital characteristics -many of which are unobserved. As such, migrant wages likely include a premium related to these unobserved characteristics. To evaluate the true extent of this ‚migrant premium‛, we compare urban migrants with urban residents. Both groups have urban hukou status but differ on migrant status. Hence if human capital levels do not fully explain why urban migrants have higher income levels than urban residents, evidence of a migrant premium can be deduced, as urban migrants are paid better due to skill-prices.
The OB decomposition in column 3 of Table 3 indicates that not only there is a migrant premium but that it is also large. The overall decomposition shows that 83.5 per cent of the income difference is unexplained. For the decompositions by formal-informal sectors, the unexplained shares are 61.2 per cent, 66.4 per cent, and 140 per cent for the formal sector, selfemployed, and 'no-contract' workers respectively. If urban migrants were treated the same as urban residents in the formal sector, their wages would be even higher than urban residents with the same observable human capital characteristics.
However, although they enjoy wage premiums in the urban labour market, their advantage does not translate into better jobs. The results in Table 1 indicate that if urban migrants were treated as urban residents in the distribution of formal and informal sectors, urban migrants would figure more prominently in the formal sector (57 per cent rather than 52 per cent), and less in self-employment (10.5 per cent rather than 14 per cent). This implies that if urban migrants were treated as urban residents along formal-informal sectors, they would have even higher income levels. This negative effect is overcome by large migration-related wage premiums.
Does time since initial migration matter?
We can think of discrimination and the migrant premium referenced above as the net average effect for all migrants. However, wage premiums for migrants likely differ between migrants. The Harris and Todaro (1970) framework suggests that migrants may first enter the informal labour market while waiting and accumulating experience before the opportunity opens up at a formal sector job. Apart from the type of hukou, differences in earnings may originate from the time workers have spent in the urban labour market. In other words, experience and assimilation may be a factor in the wage premium. Unfortunately, it is very difficult to find a comparable proxy for urban labour market experience for all three groups. In order to evaluate this assimilation effect, we decompose the wage gaps between recent and nonrecent migrants.
For both rural and urban migrants, the duration of their migration episode is important. More than 50 per cent of migrants (rural and urban) have less than 3 years of local urban labour market experience (we call this group recent migrants). It seems true for both rural and urban migrants that self-employed workers tend to have been longer in the new labour market, while the 'no contract' workers tend to be more recent migrants. To see the effect of duration more clearly, we split rural migrants and urban migrants into recent and non-recent sub-groups.
To get a better grasp of the role this plays, we estimate a multinomial logit model for each employment sector dividing recent and non-recent migrants (Table A6 in the Annex) and OLS regressions on the determinants of income for each employment sector (Table 4) . Recent and non-recent migrants display different patterns both in terms of determinants of income and sector, for both rural and urban migrants.
The OB decomposition results, reported in Table 3 , show that for rural migrants (column 5), 47 per cent of the gap between recent and non-recent migrants is unexplained. In the formal sector and for the 'no-contract' worker group however, the unexplained shares are lower than the overall percentages, which are around 40 per cent. For the self-employed, 88 per cent of the difference between recent and non-recent migrants is unexplained. This means that the experience and assimilation effects are more evident for the self-employed. This is an expected result as setting up a business in an urban area requires financial and social capital which may take time to accumulate. The case for urban migrants is similar. In terms of distribution by formal and informal sectors we turn to our counterfactual predictions in Table 5 . If recent migrants were treated as non-recent migrants, there would be more recent migrants in formal sectors or self-employment, and this holds for both rural and urban migrants. Nevertheless the difference between the actual and counterfactual sector distributions is not very large, and this is closely related to the fact that actual sector distributions of recent and non-recent migrants are similar. 
Decomposing the gaps between sectors
Our analysis has not, until now, revealed much discrimination in the urban labour market in terms of wages. However, we argue that these results do not imply that there is no discrimination against migrants. Our counterfactual analyses show that, based on individual characteristics, there would be a reshuffling of workers by sector. Even a small degree of discrimination in the formal sector can be quite significant, given the substantial differences that exist in terms of social security coverage, working conditions and pay compared to the informal sector. Moreover, the hukou system does not disqualify migrants from accessing formal jobs per se; both rural and urban migrants have the full right to accede to these jobs. In fact, because the hukou does bar them from accessing public goods, getting a formal job is all the more important for migrants to secure social security, provided by the employer.
To investigate discrimination along formal-informal sector lines we estimate linear probability models on the determinants of having a formal or informal job (available upon request) and use the results to calculate OB decompositions. The decomposition results are reported in Table 6 . In the first two columns, we consider the broad definition of informal employment, including both self-employed and 'no-contract' employees and compare rural migrants with urban residents. The gap between employment type is large. The fraction of informal employment for rural migrants is 33.7 percentage points higher than that of urban residents. The decomposition result shows that only 17 per cent of the difference can be explained by differences in characteristics, while 83 per cent remains unexplained. This is in contrast to the results we had derived with the OB decomposition results for income gaps, which indicated the dominant role of the endowment effect and a minor role played by sector segmentation. The results here show that there is a significant share of the gap due to discrimination in terms of formal and informal sectors, which means migrants may be even worse off in terms of social security coverage and working conditions, even conditional on individual characteristics. a) The decomposition results are based on a Linear Probability Model. b) Samples include those aged 16-60 years old and who are out of school. Observations with no or zero income declared were dropped. The same holds for migrants who migrated for reasons not related to employment. Source: 1-per cent census data of China (2005).
Taking into account that the overall sector distribution gap between urban migrants and urban residents is smaller than that between rural migrants and urban residents (16.6 as opposed to 33.7 percentage points), the extent of discrimination against urban migrants is smaller. It should be noted that urban migrants enjoy the highest average income level, and that they are better (not worse) off conditional on their characteristics in terms of income. However, the results here show that they are still discriminated out of the formal sector.
We then compare rural migrants and urban migrants. The results are also as expected. As these two groups are both migrants, differences in characteristics can explain a larger share (around 50 per cent) of the gap between sectors they work in. Still, half of the gap is due to unexplained factors. We interpret this as discrimination against rural hukou status. We also consider recent and non-recent migrants separately but the results do not change much. The final decomposition exercise for these two groups is to compare recent and non-recent migrants for each group separately. The results indicate a large share of discrimination against recent migrants. As gaps between recent and non-recent migrants are not very large, the decomposition results are of minor importance. However, because we use a broad definition of informal employment, the small gaps may be caused by composition change within the broad informal employment definition.
In the next four columns of Table 6 , we consider self-employment and 'no-contract' employees separately. The general pattern is similar to the one found in the first two columns, but with a slight variation. There are at least two points worth mentioning. First, due to the small fraction of self-employment in all three groups, the difference between groups is relatively small, especially when we compare non-recent rural and urban migrants. Second, when we compare recent and non-recent migrants, there are larger sector distribution changes than under the broad informal definition. For both rural and urban migrants, the fraction of self-employed is larger for non-recent migrants than for recent migrants, and the fraction of 'no-contract' employees is smaller.
Conclusions
In this paper we use a nationally representative sample of individuals to investigate how rural migrants fare in the urban labour market in China. This paper contributes to the existing literature in several important ways. First, our data is nationally representative and is better at capturing a representative sample of rural migrants. Second, we distinguish among different groups of migrants instead of comparing only rural migrants and urban residents. In particular, we add urban migrants in our analysis, and this allows us to separate the rural hukou effect from the migrant premium effect. Third, we consider sectoral segmentation in terms of formal and informal employment, which is an important dimension of labour market outcomes of rural migrants in Chinese cities.
The main finding in this paper is in stark difference to those in the existing literature. When we compare rural migrants with urban residents, nearly 100 per cent of the difference can be explained by differences in characteristics, which means the skill-price effect is almost negligible. The comparison between urban residents and rural migrants is two-fold however. They differ in type of hukou and on migrant status. The comparison between rural migrants and urban migrants gives a different picture however as they differ in type of hukou but not on migrant status. 40 per cent of the income gap is unjustified. Given the fact that hukou status is the only difference between these two groups conditional on other personal characteristics (and migrant status), this exercise is more appropriate for us to detect discrimination against rural hukou status. By comparing urban migrants with urban residents, we find significant ‚migrant premiums‛. Here the groups do not differ by hukou type but by migrant status. We therefore presume that the result of no discrimination we find from the comparison between rural migrants and urban residents is the net effect of a discrimination against rural hukou status and the premium effect accrued by migrants.
Although formal-informal sector segmentation plays a minor role in explaining the income gap, it is important in terms of social security and working conditions and therefore the gap in sectors in its own right is worth investigating. An OB decomposition indicates that migrants (both rural and urban) are discriminated out of the formal sector (more than 80 per cent is unexplained). The extent of discrimination is larger for rural migrants indicating a further discrimination against rural hukou status taken the magnitude of the gap. The decomposition for differences between sector distributions complements the income decomposition in a very important way.
There are of course limitations in the approach taken in this paper. The first difficulty is choosing the appropriate reference group. We take a step forward by using urban migrants as an additional reference group. However, this method is also not without problems as rural migrants and urban migrants may be different in unobservable characteristics other than their hukou status, even conditional on the characteristics we do control for. Another difficulty is measurement error which is especially salient when we are comparing urban residents (migrants) with rural migrants. Finally, age (even potential experience) is a poor proxy for urban labour market experience for rural migrants.
The policy implications of our results are clear. In terms of income, rural migrants enjoy migrant premiums and suffer discrimination at the same time. Generally speaking, however, the reason they may be worse off when compared to urban residents is due to their lower levels of human capital. Increasing education levels of rural migrants and providing them with training and relevant urban labour market skills will help increase their earning opportunities. As both rural and urban migrants face unfair treatment in sector choice, reforming the labour market, notably removing barriers to mobility between sectors, may help increase formal employment and well-being.
Discrimination against rural hukou status is evident in our study and ideally a complete cancelation of the system would eventually lead to a more equal treatment on the labour market. This, however, may not be practically feasible and in fact remains a central focus of debate in China. What is perhaps more pressing is to ensure that migrants have access to basic social services, even in cases where they are employed informally. Presently those without such coverage face exorbitant costs for health services and in sending their children to urban schools. Furthermore, for migrants who systematically move for jobs, obtaining urban social security coverage is futile as social security systems are for the most part non-portable and expensive. In terms of schooling and childcare, many migrants leave their children back home in the rural parts of China, in effect putting more pressure on household members left-behind and adding to the already existing social strain caused by migration. No-contract dp/dx dp/dx dp/dx dp/dx dp/dx dp/dx dp/dx dp/dx s.e.
Annex
A1. Data description
s *, **, *** statistically significant at the 10%, 5%, 1% levels, respectively. a) Samples include those aged 16-60 years old and who are out of school. Observations on migrants who migrated for reasons not related to employment were dropped. b) The base category in the multinomial logit is formal employment. Regional dummies are included in the regressions but not reported. c) Standard errors are reported in brackets. 
